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SUMMARY 


In 1982 Hungary has continued its policy of slow growth 
to induce economic adjustment. The stabilization of 
capital investment, which began in 1979, has been followed 
by a cutback in raw material, component parts and 
consumer imports in 1982. Reduction in imports has 

been necessary because of the constriction of foreign 
currency reserves in the first quarter of the year, 
resulting from a deepening of the financial malaise 
elsewhere in Eastern Europe and the continuing worldwide 
economic slump. Confidence in Hungarian economic 
management has been shown, however, through loans 
supported by the Bank of International Settlements, 
commercial banks and a likely stand-by agreement with 
the IMF, which Hungary joined in April 1982. 


The emphasis in 1982 remains on strengthening the 
internal and external balance of the economy, promoting 
modernization of industry and conserving energy, which 
is largely imported and continues to rise significantly 
under the CEMA five-year moving average formula. To 
encourage more efficient organization in industry, 
licensing of small enterprises was relaxed in early 
1982, several ministries were merged into one Ministry 
of Industry and greater stress is being placed on 
corporate decentralization. To insure more rational 
use of resources and less subsidies, consumer prices 
have been raised for fuel, food and transportation. 

An increase in rents for public housing is expected in 
early 1983. Many industrial components and energy 
costs are now determined on the basis of world prices. 
Basic economic adjustment, flat investment and sustained 
living standards are all part of the goals of the 
1981-86 Five-Year Economic Development Plan and are 
considered necessary to structure the economy for 
greater growth later in the decade. 


As a result of economic adjustment, imports and business 
activity are expected to grow only very slowly for the 
next several years. With more economic restraint the 
Hungarians are expected to stress countertrade (barter), 
cooperation projects and hard currency earning exports 
and projects. Hungary's main convertible currency 
trading partners remain nearby Western European countries, 
but a number of positive steps have been taken recently 
to improve the U.S. trading position. Most Favored 
Nation (MFN) tariff treatment obtained in 1978 has 
expanded U.S.-Hungarian trade by 24 percent in three 
years. There are also numerous cooperative agreements 





between the two countries, several joint companies and 
a number of American business representatives in 
Budapest. Forums for joint business and government 
commercial contacts have been created, and a tax 
convention to avoid double taxation was created in 
1980. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Overview: Balance of Payments Adjustment a Necessity 





Hungary, in terms of overall economic development, is 
in the middle of the Eastern European countries, behind 
the German Democratic Republic and Czechoslovakia. 
Under the New Economic Mechanism (NEM) reforms intro- 
duced in 1968, however, enterprise initiative and 
flexibility have brought about a greater market orien- 
tation and greatly improved the availability of 
consumer goods and the material quality of life. 
Following the 1973-74 petroleum price increases, the 
government decided to cushion the economy against the 
effects of international inflation through a return 

to more central price control, particularly raw material 
imports. Consequently, Hungary's balance of payments 
position deteriorated noticeably in the mid- and late 
1970's. With the intention of forcing the economy to 
adjust to the imbalanced trade situation, the government 
decided in 1978 to cut back capital investment and 
steadily increased internal prices to reduce subsidies. 
Official encouragement has also been given to greater 
productivity through further decentralization of 
industry, more entrepreneurial incentives and financial 
benefits for energy conservation. 


In spite of the early and far-reaching steps toward 
market-oriented economic adjustment, Hungary has not 
escaped the ramifications of the financial difficulties 
faced by the less economically flexible countries of 
Eastern Europe. As a result, it faced a severe financial 
crunch in the first half of 1982, which appears to be 
easing in the second half of the year, with the assis- 
tance of the international financial community and the 
government's own resolve to reach current account 
equilibrium. 


Because of a poor raw material base and a small and 
declining population of 10.7 million, Hungary it highly 
dependent on foreign trade (about 55 percent of the 
GNP), increased productivity and efficient use of 





capital to improve its standard of living. The leadership 
recognized the country's historical strength as an agri- 
cultural supplier early in the economic reforms started 

in 1968, and provided capital and allowed decentralization 
in this sector. Heavy dependence on imported raw mate- 
rials, in particular energy, has led to a deterioration 

of the terms of trade with both convertible currency 
(Western) countries and convertible ruble (Eastern European) 
trade partners, which is belatedly forcing greater energy 
efficiency and conservation. 


Hungary is a member of the Council for Mutual Economic 
Assistance (CEMA). In recent years about fifty percent 
of its trade has been orientated toward the Soviet Union 
and the communist states of Eastern Europe, and about 
half to the market economies of Western Europe, North 
America, the Middle East and the developing world. The 
1981-86 Sixth Five-Year Plan placed primary emphasis on 
bringing about an equilibrium in the economy and main- 
taining the standard of living. National income is 
targeted to grow at an average of three percent a year, 
a more modest projection than in the past. Investment 
in the socialist sector will remain stable at former 
levels (decline in real terms), and consumption will 
rise slower than in the past to allow a foreign trade 
Surplus to bring about balanced trade. Living standards 
are to be maintained quantitatively at 1980 levels (but 
not increased). Greater emphasis will be placed on the 
quality of life. Prices shall conform more to producers' 
and import price levels and government subsidies curbed-- 
meaning periodic price adjustments. Productivity is to 
be raised through better technology, more efficiency, 
greater decentralization and increased energy conser- 
vation. The emphasis on balanced, primarily convertible 
currency trade, will slow down imports from Western 
countries and place a greater emphasis on CEMA trade, 

a trend which has been evident in the past year. 


Agriculture: Depressed World Prices Will Affect Export 
Earnings 


In 1981 there was no increase in general agricultural 
production over 1980. The important grain crop was 8.6 
percent less than the 1980 record crop of 13.8 million 
tons because wheat production declined by 24 percent due 
to bad weather. Nevertheless, drawing from stocks Hungary 
reportedly exported 1.3 million tons of wheat, of which 
one million tons was sent to the Soviet Union. Corn 
production increased by 4.4 percent in 1981. The amount 
of sunflower seeds, sugar beets, and rice were markedly 





up, while vegetable production grew slightly and fruit 
production, with the exception of grapes, was about equal 
to that of 1980. 


Animal husbandry, under various government incentives, 

staged a general increase of 2.2 percent and the number 

of brood sows showed a notable rise of 4 percent, anti- 

cipating large number of piglets. Milk production rose 

by 4 percent in 1981 as yield per cow increased as a 

result of a crossbreeding program started in the early 
with American and Western European dairy cattle. 

program has now tapered off. 


U.S. agricultural exports to Hungary declined from 

$24.4 million in 1980 to $12.9 million in 1981, primarily 
because of a shift of soymeal-imports to Brazil. U.S. 
imports of Hungarian agricultural products, largely 
canned ham, cheese, rabbit fur, seed corn and wine 
amounted to $33.6 million in 1981, an increase of about 
10 percent. 


The 82 wheat harvest has been described as very good and 


19 
the corn crop promises to be excellent, raising expectations 


that Hungary may come close to its record grain production 
of 13.8 million tons in 1980. However, world agricultural 
prices are lower than in 1981 and could hold hard currency 
earnings of agricultural surplus, including that sold to 
the Soviet Union and denominated in dollars, to near 1981 
levels or below, in spite of increased volume. 


Industry and Construction: Adjustment Cuts Imports and 
Will Raise Rents 





Gross industrial production increased by 2.3 percent in 
1981 over the previous year--less than the planned 3 to 
3.5 percent. Production rose by 4.5 percent in the 
socialist sector, but the average industrial wage,adjusted 
to account for a 4.6 percent increase in the official 
consumer price index, increased by 6.9 percent--causing 
concern that the goals of the 1981-86 Five-Year Plan of 
increasing productivity more than consumption were off 

to a poor start. Industrial employment fell by 2.1 
percent, a trend that has been evident for some time 

and may be accelerated by decentralization of industry 

and growth in the service sector. Cuts in capital 
investment and foreign currency shortages have forced 
reduced imports of Western machinery and, since the second 
quarter of 1982, of raw materials and component parts as 
well. This trend will probably continue into 1983. 





Construction in 1981 decreased in volume by 3.5 percent 

in comparison with 1980, faster than the planned decline 
of one percent, because of investment cutbacks. Employ- 
ment in building declined by 2.3 percent. While municipal 
and state housing comprises only some 25 percent of the 
total housing stock in Hungary, the lowest in Eastern 
Europe, it is heavily subsidized and waiting time for a 
unit averages about seven years. In line with adjusting 
prices to realistic cost levels, public housing is 
scheduled to undergo staged rent increases in 1983. The 
rent hikes are to take into consideration the quality of 
the apartment and the economic circumstances of the tenant. 


Energy: Increased Domestic Production and Conservation 
Necessary 


Hungary must import 52 percent of its energy requirements. 
Domestic crude oil production is stabilized at two million 
metric tons a year but imports have been steadily de- 
creasing by 7.7 percent annually over the last three 
years. This has been made up by increased but relatively 
cheaper imports of natural gas. Domestic coal and natural 
gas are to increase under the latest five-year plan and 
will replace some oil-fired electrical generating plants. 
Hungary's first nuclear power plant at Paks is scheduled 
to go into production in 1983 to provide 440 megawatts. 
Energy consumption in 1981 was 0.7 percent below that of 
1980, indicating some gain in conservation. Before 1978 
energy consumption rose at an average annual rate of four 
percent. Energy saving investments are an exception to 
the policy of no increase in investment in the socialist 
industrial sector. 


Most of Hungary's imported energy comes from the Soviet 
Union and the majority of it is sold at a five-year moving 
average of the world price, which in contrast to current 
world price is still moving upward. This means that in 
the near future Hungary's terms of trade with the Soviet 
Union should deteriorate faster than terms of trade with 
the West, requiring larger shipments of "hard goods" such 
as meat and grain to balance trade. 


Foreign Tourism and Trade: Showing Improvement 


In the first half of 1982 the number of Western tourists 
increased by 20 percent to one million, while visitors 
from CEMA countries declined by about 50 percent to l.l 





million. Tourist revenue, however, remained about the 
same as the comparable period in 1981--about 4.6 billion 
forints. The decline in Eastern European tourists 
appears to be due to a sherp fall-off in visitors from 
neighboring countries who came to Hungary in 1981 on 
short shopping excursions. Foreign visitors usually 
number about 10 million people a year, with very sharp 
increases in July and August. About 1.2 million Hun- 
garians travelled abroad in the first half of 1982, some 
83 percent going to other CEMA countries. Within the 
first six months of 1982 six new hotels were opened, 

of which two are international quality hotels. This will 
help ease the shortage of accommodations during the summer 
season. According to the statistics of the National Bank, 
convertible currency trade earned a surplus of $443 
million in 1981 and $279 million in 1980, indicating 
positive results in adjusting dollar denominated trade 
Since 1979, although the current balance swung to a 

$433 deficit in 1981. Some dollar denominated trade is 
with CEMA countries and generally represents the surplus 
earned on "hard goods" trade. Dollar denominated imports 
decreased by one percent in 1981, but exports were down 
4.7 percent. The ruble trade deficit declined to 362 
million rubles from a high of 505 million rubles in 1980. 


The most important development in boosting U.S.-Hungarian 
trade has been the 1978 bilateral trade agreement extending 
Most Favored Nation (MFN) tariff treatment. (MFN status 
for Hungary is annually reviewed by Congress.) Since 
1978, according to U.S. statistics, total bilateral trade 
has grown 24 percent, from $166.6 million in 1978 to 
$206.1 million in 1981. Manufactured goods have benefited 
the most under non-discriminatory tariff treatment, rising 
from 46 percent of total trade in 1978 to over 75 percent 
in 1981. Agricultural trade has fluctuated over this 
period, with the U.S. averaging $28.6 million in exports 
to, and $34 million in imports from, Hungary. U.S.- 
Hungarian trade increased 10 percent last year, from 
$186.5 million in 1980 to $206 million in 1981. While 
U.S. exports have remained just under the $80 million 
level for the past three years, U.S. exports of manu- 
factured goods have steadily risen from $44.8 million 

in 1978 to $63.5 million in 1981. Manufactured goods now 
represent over 80 percent of U.S. exports to Hungary. 


It is interesting to note that the U.S. trade figures 

vary considerably and show approximately half the amount 

of American imports to Hungary, suggesting that many sales 
of American origin goods move through European subsidiaries 
or agents, rather than being sold directly. 





There are numerous cooperation agreements between American 
and Hungarian companies, Crown Coach and Mogurt/Ikarus 
arrangement for articulated or extended buses being 
perhaps the best known. There are four joint companies, 
Levi-Strauss being one of the first. Eli Lilly recently 
concluded an agreement establishing a joint venture in 
Hungary for the production of feed additives for poultry 
and livestock. IBM has a 100 percent interest in a local 
Sales and service concern. Both Dow Chemical and 
National City Bank of Minneapolis have local representa- 
tives in Budapest. A tax convention to avoid doubie 
taxation was concluded between the two countries in 1980. 
An intergovernmental joint economic-commercial meeting 

is held each year and a U.S.-Hungarian Economic Council 
was established in 1975 to facilitate trade relations 
between the companies of both countries. 


IMPLICATIONS FOR THE UNITED STATES 


Economic Adjustment Will Slow Down Growth and Consumption 


The Hungarian Government's official policy of no increased 
capital investment, combined with the current shortage of 
foreign exchange, and the need to balance trade with the 
West, will translate into decreased imports from conver- 
tible currencies countries for the next several years. 
Lower anticipated GNP growth and level living standards 
will also cut consumer imports, but the need to conserve 
energy should increase trade potential in this field. 
Requirements for licensing of defense-related exports 

can be expected to limit certain exports and licensing 
arrangements with Hungary. 


It is generally acknowledged that Hungary has very good 
financial and debt management, but its external, mostly 
medium-term, debt of about $5.7 billion and its short-term 
debt of some $1.7 billion, is high in per capita terms 
and prudent management requires a reduction. The severe 
credit crunch of the first half of 1982, when foreign 
deposits with the National Bank were constricted appears 
to have eased in the third quarter. A commercial syndi- 
cated loan of $260 million floated in August. The Bank 
of International Settlements (BIS) made a bridge loan of 
$210 million in April and discussions have continued 
with the BIS for an additional $300 million bridge loan, 
in anticipation of an International Monetary Fund (IMF) 
standby agreement later in 1982. Hungary joined the IMF 
and the World Bank (IBRD) in the spring of 1982. 


The need to adjust economically has stimulated greater 





market mechanism reforms in the economy, including price 
increases on imported and exported foods and energy, 

a unified exchange rate in late 1981, an eight percent 
devaluation against the dollar in July 1982,and official 
encouragement of small-scale industrial and service 
ventures. More extensive financial reforms are being 
studied, and the government has said that subsidies 

will continue to be cut on products and services. 

While these measures are anticipated to bring greater 
austerity, they also auger well for a more realistic 
economic foundation for the country. If carried through 
to their logical conclusion, they should prepare Hungary 
for more solid economic growth in the latter part of 

the 1980's. 


Doing Business in Hungary 


Hungarian trade policy is directed at increasing hard 
currency exports while restraining imports. Measures 
under consideration include cutbacks in budget outlays 
to soften import demand and reductions in domestic 
consumption through price increases, designed to make 
available more basic products for hard currency earning 
exports. Total U.S.-Hungarian trade is expected to 
grow by approximately five percent in 1982. Currently 
agricultural items and manufactured goods, mainly 
chemicals, machinery and transport equipment, account 
for the bulk of U.S. exports to Hungary. During the 
first six months of 1982, over half of U.S. imports 
from Hungary were machinery and transport equipment 
(e.g. machine tools, trailer axles and buses). This 
reflects the continued strong role of manufactured goods 
in U.S.-Hungarian trade. In 1981, over 75 percent of 
two-way U.S.-Hungarian trade was in manufactured goods. 


Hungary's western trading patterns are not expected to 
change, with the FRG and Austria remaining Hungary's 
major western trading partner. The maintenance of this 
trade picture is essential not only as a hard currency 
source but also as a means of enhancing Hungarian 
economic efficiency. 


Due to these Hungarian economic concerns and traditional 
trading patterns, U.S. firms should have patience and 
expect delays in having their products and companies 
accepted. In general, as with most businessmen, Hun- 
garians prefer to deal with familiar firms and faces. 

As they shift toward greater economic restraint, the 
Hungarians are expected to stress countertrade, cooperation 





projects, and hard currency earning exports and projects. 
As defined by Hungarians, cooperation includes (but is 
not limited to): long-term contracts for commission 
work; joint manufacture of parts or products; joint 

sales in third markets; joint research and development; 
and the provision by one partner of machinery, technology 
and know-how, in return for production and raw material 
inputs. The one essential element is collaboration for 

a long period of time, in which both parties undertake 
obligations. 


Hungary's joint venture laws permit majority ownership 
by the foreign partner in the servicing and financial 
fields and allow joint venture companies to actually 
enter into production in Hungary. While at the present 
time there are only a handful of joint ventures, it is 
evident that this form of business is welcomed by Hun- 
garian authorities if it meets a particular need. 








